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Security Offering Sheets

NVESTORS are receiving each year
more complete information than ever
before as to the financial affairs of the corporations in which they are interested. The
situation is encouraging, but the ideal is
still far distant. Apparently, many corporate officials still think that data on
financial operations should not be made
available for public consumption.

Certainly a prospective purchaser of
stocks or bonds is entitled to. information
concerning the financial condition of the
organization which is to make use of his
funds. Such information as is given by
way of offering sheets, whether meager or
complete, nevertheless should be accurate.
Inaccurate or misleading figures are not to
be condoned in such instances.
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An examination of a number of offering
sheets indicates considerable variations in
the standards of current practice. Some
are veritable gems evidencing the meticulous care which is given to the truthfulness
of the utterances. Others take advantage
of the lack of agreement as to the exact
meanings of certain words and expressions.
To illustrate, of sixteen offering sheets
which used the term "net earnings," in
seven instances depreciation was deducted
before arriving at net earnings while in the
remaining nine cases the figure "net
earnings" was obtained before deducting
depreciation. Well enough, if the figures
are shown somewhere so that the necessary
computations can be made. But what is
the expression "net earnings," by itself, to
mean to a prospective investor without a
descriptive explanation or additional
figures to aid him? The accountant's
difficulties in terminology not only act as a
handicap to the progress of accounting, but
also serve as a means of misleading those
not well-versed in accounting nomenclature.
The phrase "available for interest, depreciation, depletion, and taxes" is one that
occurs frequently. Is the prospective purchaser of bonds to assume that amounts
referred to in such fashion are as available
for interest as for depreciation, depletion,
or taxes? Granting for the moment that
certain taxes may be looked upon as a
division of profits, and that differences of
opinion permit depreciation to be deducted
after the net profit is determined (although
those who hold depreciation not to be a
cost have dwindled in numbers), it is difficult to conceive by what token the deduction for depletion should be postponed
until after the ascertainment of net
profits. Depletion is just as much a
cost of raw materials as the payment
of royalties. If the purpose is to stun the
investor with the hugeness of the amount
available for the interest or dividends
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which he is to receive, why not refer to
the total sales figure as the amount
"available for labor, overhead, replacement of material, depreciation, taxes,
interest, and dividends?"
In a prospectus of public utility securities, there were presented summary statements of income for three related companies
with a total of some $500,000 described as
"combined net earnings." Examination
of the complete profit and loss statements
revealed that the major part of the income
of one company was made up of dividends
received from the other two companies. If
proper eliminations had been made to
arrive at consolidated net earnings, the
figure would have been reduced by approximately one-third. There was no hint of
this situation in the offering sheet.
In one instance the statement was made
that "the net earnings after depreciation
and all taxes, and after non-recurrent
charges, total $350,000." This assertion
implies that depreciation, taxes, and nonrecurrrent charges have been provided for,
that is, deducted before arriving at net
earnings of $350,000. Examination of the
profit and loss statement showed that the
statement should have read "the net earnings after deducting depreciation and all
taxes, and after eliminating non-recurrent
charges, total $350,000." The non-recurrent charges amounted to twenty per cent.
of the net earnings.
In some cases the figures as presented
in the accountant's report are revised
so that it is necessary to use the expression "based upon so-and-so's report."
Many readers fail to distinguish between
this statement and actual certification.
If a proof of the offering sheet or bond
circular always were submitted to the accountants for approval, many ambiguous
expressions could be eliminated, and,
more than likely, more positive statements
could be made. It also is highly desirable
when figures are revised with the approval
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of the accountants, that the accountants
issue a supplementary report containing
figures in agreement with those to be used
in the offering sheet. Much questioning
and confusion thus will be avoided. The

preparation of offering sheets
of the many instances where
operation will do a great deal
producing results of benefit
parties concerned.
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Annual Meeting
annual meeting of the memTHbersE 1927
of the firm and managers was held

in the executive offices Thursday, Friday,
and Saturday, October 6, 7, and 8. A l l of
the firm members were present except M r .
Kracke whose return to this country has
been deferred from time to time on account
of professional duties in connection with the
Berlin office. All of the American practice
offices were represented except San Diego.
Pressure of engagements prevented M r .
Davies from leaving the office for the length
of time necessary to attend the meeting.
Of the foreign offices, Shanghai and Manila
were not represented. Mr. Peters, partner
in the Orient, recently left for Asia to take
charge of our practice in the Far East,
conducted at present from our Shanghai
and Manila offices.
M r . Lovibond
represented the European offices, making his first visit to this country since
1923.
The program differed slightly from the
previous two years. The first day was
given over to a professional conference,
with Mr. Ludlam presiding. The morning
session was devoted to matters of administration and policy. Questions of personnel
assumed an important part of this session.
At noon a buffet luncheon was served in
Mr. Ludlam and Colonel Carter's office on
the thirteenth floor. In the afternoon the
conference was resumed in the library
when matters relating to technical procedure became the topics for discussion. The
discussion proved a lively one when several
interesting cases involving instalment sales
brought out many important points. Fol-

lowing a number of private dinners, a
theatre party was held Thursday evening
with " A Night in Spain" serving as the
attraction.
As has been the custom the last few
years, the annual golf tournament was
held on Friday. This year the partners
and managers were the guests of Colonel
Carter at the Greenwich (Conn.) Country
Club. Mrs. Carter entertained the wives
who were present at luncheon at the club.
The day was an ideal one for an outing
despite the fact that this year's meeting
was held later in the season than usual.
Mr. J . A . Padon was in the best form,
turning in a card of 83 for the eighteen holes
to win low gross, which was won the year
previous by Mr. Lawrence. The honors
for low net went to M r . Hill, with a score
of 77, a title which Mr. Jumonville won two
years ago and successfully defended last
year. Messrs. Padon and Hill each were
awarded a box of one dozen golf balls.
The consolation prize was awarded to M r .
Croggon. M r . Kracke was not present to
defend his laurels. An informal dinner
and dance was held at the club in the
evening.
Saturday, the third day of the meeting,
was devoted to informal conferences. These
individual discussions have proved so
helpful and stimulating that a permanent
place has been provided for them on the
program.
Although not the largest from the point
of view of numbers attending, the 1927
annual meeting was voted by all as being
the happiest and best one ever held.

